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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1. [bookmark: _GoBack]GIVE SHORT ANSWERS FOR THE FOLLOWING QUESTIONS:

i. OUTLINE THE FACTORS ON WHICH FRAUD RISK ASSESSMENT DEPENDS.
The likelihood of an event occurring and the magnitude of the event form the foundation of risk assessment. For an organisation to be able to effectively manage its fraud risks, the risks must first be identified. Many factors influence how at-risk an organisation is to fraud. Some of the main factors are:
· The nature of the business. The types of risks an organisation faces are directly connected to the nature of the business in which it is engaged.
· The operating environment. The environment in which the organisation operates has a direct impact on its vulnerability to fraud.
· The effectiveness of internal controls. A good system of internal controls, with the right balance of preventive and detective controls, can greatly reduce an organisation’s vulnerability to fraud. No system of internal controls can fully eliminate the risk of fraud, but well-designed and effective internal controls can deter the average fraudster by reducing the opportunity to commit fraud and increasing the perception of detection.
· The ethics and values of the company and the people within it. It is practically impossible to have a company made up of individuals whose ethics and values are filly aligned with those of the organisation. Any gap in alignment can significantly increase an organisation’s fraud risk.

ii. WHAT ARE THE MAIN CONCEPTS ABOUT RISK ASSESSMENT?
Fraud, by definition, entails intentional misconduct, designed to evade detection. As such, the fraud risk assessment should:
· Be part of an organisation’s governance structure, a fraud risk management program should be in place, including a written policy (ies) to convey the expectations of the board of directors and senior management regarding managing fraud risk.
· Fraud risk exposure should be assessed periodically by the organisation to identify specific potential schemes and events that the organisation needs to mitigate.
· Prevention techniques to avoid potential key fraud risk events should be established, where feasible, to mitigate possible impacts on the organisation.
· Detection techniques should be established to uncover fraud events when preventive measures fail or unmitigated risks are realised.

· A reporting process should be in place to solicit input on potential fraud, and a coordinated approach to investigation and corrective action should be used to help ensure potential fraud is addressed appropriately and timely.
Only through diligent and ongoing effort can an organisation protect itself against significant acts of fraud.

iii. WHAT ARE THE INTERNAL FACTORS THAT SHOULD BE CONSIDERED FOR FRAUD RISK ASSESSMENT?
Many organisations rely heavily on their internal control system to prevent and detect fraud although internal control plays a critical role in fraud prevention and detection, it is a dynamic system that requires constant re-evaluation of its weaknesses. Performing a fraud risk assessment provides management with the opportunity to review the company’s internal control system for effectiveness, taking into account the following considerations:
· Controls that might have been eliminated due to restructuring efforts (e.g., elimination of separation of duties due to downsizing)
· Controls that might have eroded overtime due to re-engineering of business processes.
· New opportunities for collusion.
· Lack of internal controls in a vulnerable area.
· Non-performance of control procedures (e.g., control procedures compromised for the sake of expediency)
· Inherent limitations of internal controls, including opportunities for those responsible for a control to commit and conceal fraud (e.g., through management and system overrides)

iv. WHAT IS ‘INHERENT RISK’?
Inherent risk is the risk of a material misstatement in the financial statements arising due to error or omission as a result of factors other than the failure of controls (factors that may cause a misstatement due to the absence or lapse of controls are considered separately in the assessment of control risk).
Inherent risk is generally considered to be higher where a degree of judgement and estimation is involved or where transactions of the entity are highly complex.
For example, the inherent risk in the audit of a newly formed financial institution which has a significant trade and exposure in complex derivative instruments may be considered to be significantly higher as compared to the audit of a well-established manufacturing concern operating in a relatively stable competitive environment.
v. DEFINE THE TERM ‘RESIDUAL RISK’.
The residual risk is the risk or danger of an action or an event, a method or a (technical) process that, although being abreast with science, still conceives these dangers, even if all theoretically possible safety measures would be applied (scientifically conceivable measures); in other words, the amount of risk left over after natural of inherent risks have been reduced by risk controls.
The general formula to calculate residual risk is
Residual risk = (inherent risk) – (impact of risk controls)
There are two possible responses to residual risk: no response, as it is accepted; or action to take further preventive measures in order to mitigate residual risk. 

2. PREPARE A FRAUD-RISK ASSESSMENT CHECK LIST FOR ANY BUSINESS OF YOUR CHOICE.
The fraud-risk assessment check list is prepared for a Distribution Company. 
	ITEM NO
	POTENTIAL RISK FACTOR
	YES/NO
	COMMENT
	PROPOSED CONTROL

	1
	The company’s profitability is below industry standards or analyst expectations, and there is significant pressure to report improved results.
	
	
	

	2
	The company is experiencing a poor or deteriorating financial position, and management has personally guaranteed significant debt.
	
	
	

	3
	There are threats of imminent bankruptcy, foreclosure, or a hostile takeover.
	
	
	

	4
	The company is especially vulnerable to changes in interest rates, energy costs or other commodities that fluctuate in price.
	
	
	

	5
	Does the company has an independent committee to implement its corporate governance issues?
	
	
	

	6
	Do management attitudes support effective financial reporting?
	
	
	

	7
	Has any new computer hardware or software been installed recently? (More sophisticated systems may not be fully understood by all parties, allowing some individuals to conceal inappropriate activities.)
	
	
	

	8
	Are there positive relationships between the company and its outside advisors, such as bankers or legal counsel?
	
	
	

	9
	Are there any significant relationships with vendors or customers that seem unusual or questionable?
	
	
	

	10
	Does the company have an ongoing program to review vendor and customer quality?
	
	
	

	11
	Does the company operate in an industry where there is a high potential for customers to attempt to defraud or steal from the company?
	
	
	

	12
	Does the company have any significant operations in highly competitive industries or those with a great deal of market saturation?
	
	
	

	13
	Have there been declines in its margins and/or other profitability measures?
	
	
	

	14
	Does a significant part of current-year earnings arise from one or two transactions?
	
	
	

	15
	Are operating cash flow and earnings from operations in line with each other?
	
	
	

	16
	Does the company develop and follow regular plans and budgets?
	
	
	

	17
	Is there any account balance that seems disproportionately high or low, given the age and size of the company and the industry within which it operates?
	
	
	

	18
	Does operations management promptly provide reasonable answers to routine questions?
	
	
	

	19
	Is there an unusually high degree of leverage?
	
	
	

	20
	Are there good subsidiary records and controls over inventory and similar assets?
	
	
	

	21
	Are there adequate record-keeping, as well as good physical safeguards, over assets susceptible to misappropriation, such as cash, investments, inventory, or fixed assets?
	
	
	

	22
	Is there excessive centralisation of authority and decision-making by one of a few individuals?
	
	
	

	23
	Is the organisational structure consistent and appropriate?
	
	
	

	24
	How much oversight of operations is in place, especially at remote locations?
	
	
	

	25
	What kinds of purchasing systems are in place to authorise and approve transactions 
	
	
	

	26
	What kinds of payments systems are in place to authorise and approve transactions 
	
	
	

	27
	Do changes in work practices or systems require prior approval before being implemented?
	
	
	

	28
	Does the company have a good internal audit function in place?
	
	
	

	29
	How extensive are the audit trails or documentation required for transactions?
	
	
	

	30
	Does the company follow standard human resources practices, such as reviewing employee backgrounds before hiring?
	
	
	

	31
	Is it a flat structure company 
	
	
	

	32
	Are there enough accounting and financial or sales staff to meet the company’s requirements?
	
	
	

	33
	Is the existing staff effective and do they have appropriate training and skills?
	
	
	

	34
	How does the company discipline employees, if any, who violate company policies or engage in unacceptable practices?
	
	
	

	35
	Have the company’s policies in relation to discipline been effective in the past?
	
	
	

	36
	Is there a high turnover of senior management?
	
	
	

	37
	Is the turnover in the company’s accounting staff consistent with prior years and with other companies in the industry and the local economy?
	
	
	

	38
	Has the company introduced new marketing programs involving unusually large bonuses or other reward to employees?
	
	
	

	39
	Does the company maintain a positive work environment?
	
	
	

	40
	Does the company ensure the Rotation of employees on a regular basis 
	
	
	

	41
	Does the company require mandatory leaves for employees performing key control functions?
	
	
	

	42
	Are there policies that require management or other associates to complete the work performed by all individuals when they are absent?
	
	
	

	43
	Does the company has an awareness campaign against fraud?
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